Spatial differences in income per capita motivate much of growth theory and development economics. While income differences across countries and across regions within some countries have been documented extensively, there is little systematic evidence on how interregional income differences (within countries) compare and relate to inequality across countries. The relative magnitudes of cross-country, cross-municipality, and within-municipahty differences are important for at least two related reasons. First, they shed light on the extent to which sources of major economic differences in income and productivity are national, local, and idiosyncratic in nature, documenting patterns that comprehensive explanations of growth and development should strive to match. Second, they signal the possible presence of important interlinkages between local and national determinants of productivity, which would necessitate a unified theoretical framework for analysis. This paper documents the magnitudes of cross-country, cross-municipality, and withinmunicipahty inequality in labor incomes and household expenditure for the Americas (Canada, Latin America, and the United States), a large geographic region containing almost one billion people and around 30% of global GDP. Our contribution is twofold. First, we document substantial within-country (and cross-municipality) differences in output and standards of living for a large number of countries. For example, among eleven Latin American countries for which we have municipality level data, the between-municipality differences in individual labor income are about twice the size of between-country differences (when the United States is included, this ratio is reversed). About half of both between-country and between-municipahty differences are explained by observed human capital, the remainder being due to "residual" factors. Disparities in physical capital across regions are unhkely to be the primary factor explaining these differences, because of the relatively free mobility of capital within national boundaries. Therefore, similar to the residual in cross-country exercises, these regional residual differences can be at least partially ascribed to differences in the efficiency of production across sub-national units.
The dominant empirical approach for understanding differences in income per capita starts with the neoclassical (Solow) growth model. The neoclassical framework explains growth and output levels by human capital, physical capital and technology. Since technology is exogenous in the neoclassical model, the emphasis in empirical studies starting with this model is often on the dynamics of the capital stock. Our view is that, given the mobihty of physical capital inside national boundaries, the neoclassical model offers limited insight into efficiency differences across regions within countries. Thus, the second contribution of our paper is to take a first step towards developing a unified theoretical framework for the analysis of cross-country and within-country differences. Our framework emphasizes the importance of local differences in the efficiency of production, likely shaped by institutions (defined It is sometimes (explicitly or implicitly) assumed that even though institutional differences may be important for understanding cross-country differences in economic outcomes, they do not play a major role in explaining interregional differences (e.g., Guido Tabellini (2006) ). This view is predicated on the notion that institutions are national and cannot explain within-country differences. However, both de jure and de facto institutions vary greatly within countries. In countries with federal systems, such as Mexico and Brazil, states have considerable authority in changing laws and de jure institutions, and de facto institutions-e.g., the degree of enforcement of national laws, the extent to which local and regional elections are free and fair, the degree of de facto control by local elites, and the functioning of the judiciary-often vary substantially within national boundaries.^Moreover, national institutions and policies may have differential effects in different regions (e.g., a tariff policy promoting industrial development will likely affect urban and rural areas differently).
As preliminary evidence on the importance of local public goods and institutions, we document large disparities in access to paved roads-a specific and important public good-within countries in the Americas. We show that differences in access to paved roads are highly correlated with individual incomes (after controlling for various geographic and other observable factors). Finally, we also discuss several existing empirical studies that connect public goods and economic prosperity to specific local institutions.
Approaches to Cross-Country and Cross-Region Differences
The dominant empirical approach for examining differences in income and growth rates between countries, and between regions within countries, begins with the neoclassical (Solow) growth model. As is well known, the neoclassical model has no theory of technology differences and a minimal theory of differences in human capital. Much of its focus is on the dynamics of physical capital. At the cross-country level, N. Gregory Mankiw, David Romer and David N. Weil (1992) have argued in a seminal contribution that the neoclassical growth model provides a good account for cross-country differences in income per capita without significant technology differences. In another prominent series of contributions, Robert Barro and Xavier Sala-i-Martin (1995) (1997) and Robert E. Hall and Charles I. Jones (1999) . These authors document that, with reasonable assumptions on aggregate production functions, large technology differences are necessary to account for the significant cross-country differences in income per capita and output per worker, and to account for growth dynamics. Moreover, it is difficult to see how the closed-economy neoclassical growth model could provide an informative framework for understanding within-country differences, given the absence of barriers to physical capital mobility within countries.
After documenting the large within-country differences in the Americas, we develop a theoretical framework emphasizing (broadly construed) technology differences at both the cross-country and cross-municipality levels. Our approach emphasizes the following potential determinants of income per capita in national and local economies:
1. Technological know-how will potentially vary at the national level, thus influencing crossnational income differences.
2.
Efficiency of production will vary both at the national and the subnational levels. We emphasize variation due to institutions (i.e., enforcement of property rights, entry barriers, and freeness and fairness of elections for varying levels of government) and the implied policy outcomes (i.e., the availability of public goods necessary for production and market transactions).
Our framework is sufficiently flexible that it can also be used to think about non-institutional determinants of local productivity, some of which are discussed in Section 4. Gasparini (2004) One important concern with the above inequality decompositions is that measurement error and transitory income shocks may be inflating the magnitude of within-municipality inequality.
To investigate this concern, we followed the methodology proposed by Angus Deaton and Salman Zaidi (2002) In yjmi = 22^j mt(ea;perjrat)''/?jfc + Sj + ejmi, (5) where 5-j is a country-specific constant and ejmi has zero mean and country-specific variance.
Given estimates from (5), we examine inequality in overall labor income {Vjmi), inequality in predicted labor income (exp(2^,_j Xj"jj(ea;perjmi)''/5jfc))i and inequality in residual income (exp(Jj +ejmi))-Notice that country-specific constants, which are unrelated to difTerences in human capital, are part of residual income. Notice that the decomjjo.sition between predicted and residual incomes i.s not additive, since we are taking exponential transformations of predicted and residual log incomes before the decomposition.
Determinants of Interregional Differences
The large differences in labor incomes and residual incomes documented in the previous section are unlikely to be entirely due to differences in the physical capital intensity of production, given the absence of barriers to capital mobility within countries. Instead, they likely reflect the influence of certain local factors, the nature of which will be discussed further in this section. We focus on determinants of cross-municipality differences. While within-municipality differences are also clearly ineresting and important, space constraints preclude their treatment here.
One possibly relevant local characteristics is the density of economic activity across regions, as emphasized, for example, by Ciccone and Hall (1996) .'" To examine this issue, Appendix Table A6 repeats the decomposition of predicted and residual inequality, adding a control for municipal-level population density to equation (5) .'^The patterns when population density is included in the predicted component of income are very similar to those in Table 2 . This exercise therefore suggests that the bulk of the between-municipality differences in income in the Americas is not accounted for by differences in population density (or more generally, in the density of employment, which is likely to be strongly correlated with population density).
'Ô ur argument is that, in the same way that technology differences play an important role in shaping cross-national economic differences, they also likely play a major role in within-country differentials.
We now investigate why there may be significant within-country differences in technology, broadly construed. We would ideally document the correlation between various aspects of local institutions and incomes, but unfortunately there do not yet exist uniformly constructed, municipality-level measures of institutions in the Americas. We instead use a novel dataset on road infrastructure to measure the within-country inequality in proximity to paved roads, an important form of public infrastructure, and the correlation between proximity to roads and labor income. Local institutions affect investments in road infrastructure and other public goods by influencing the incentives of government officials to provide public goods (related to corruption and accountability), the capacity of the local government to raise revenues to finance public investment (from Ideal taxes or transfers from the central government), and the incentives and opportunities of citizens to effectively demand public goods from local and national politicians.
'"Other factors thnt liavc been cniphasized for explaining cross-<:oinil,i'y differences include geogiajjliy and culture. Regarding natural resources, fVancesco Caselli and Guy Michaels (2008) Recognizing that migration, even if it could take place without any impediments, would not lead to an equalization of non-human capital incomes (when not deflated fully) implies that regional differences will have two components; those due to human capital differences (and other factors mobile with workers) and those due to differences in local conditions. These correspond to the influences of the hs and 7s in the model. We can then map the differences due to the hs to those related to education and the differences due to the 7s to the residual differences obtained in Section 3 after we removed the influence of education and experience. In particular, our decomposition suggests that the cross-municipality variation accounted for by these two sources are broadly similar.
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Concluding Remarks
This study used a novel data set of labor incomes to document within-country (crossmunicipality) income differences for a large number of countries in the Americas. Within Latin America, between-municipahty differences in incomes are greater than cross-country differences.
We documented that about half of the between-country and between-municipality differences can be accounted for by differences in human capital, the remainder being due to residual factors. We also proposed a simple unified framework for the analysis of cross-country and within-country income differences, which emphasizes the importance of the efficiency of pro- Table A3 examines labor income inequality, where labor incomes are not deflated for regional purchasing power. The overall decompositions of inequality into cross-country, crossmunicipality, and within-municipality inequality are thus identical to those presented in Table 1 of the main text, with Table A3 presenting the inequality measures, country-by-country, for the full set of countries for which we have data. Table A3 shows that the extent of inequality across countries depends on the measure being used, though Ecuador, Peru and Venezuela are among the most unequal countries with all three measures. Tables 1 and A3 . . 4 000-7.000 7 000 • 1 0,000 10,000-15,000 >1 5,000
